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Leaving before bad times: Does the labor market penalize pre-emptive

director resignations?™

Ying Dou
School of Banking and Finance, UNSW Business School
ying.dou@unsw.edu.au

Abstract

When firms experience negative events such as lawsuits or earnings restatements, their directors also suffer. But
what about those who leave shortly before the events? | show that directors who leave prior to negative events
experience greater declines in the number of their directorships than directors who stay through the events, but
smaller declines than directors who leave after the events. These declines do not appear to be voluntary or
driven by forced departures. Instead, they appear to be the results of labor market penalties. The results suggest
that resigning pre-emptively does not protect directors from labor market penalties.
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1. Introduction

How effective is the director labor market? Prior studies suggest that, when firms experience negative events
(e.g., class action lawsuits, and earnings restatements), their directors also suffer. Some directors are removed
from the boards in the post-crisis period (e.g., Brochet and Srinivasan, 2014; Srinivasan, 2015); while some
others experience a decline in their subsequent number of board seats (e.g., Fich and Shivdasani, 2007; Fos and

Tsoutsoura, 2014). However, while there is ample evidence that the labor market penalizes directors who are
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Consortium, and a seminar at the Monash Business School. | also thank Jonathan Karpoff, Allison Koester, Scott Lee, and Gerald
Martin for providing the Federal Securities Regulation Database; and Michael Roberts and Amir Sufi for providing the data on debt
covenant violations. This paper is the first chapter of my doctoral dissertation at the University of New South Wales. All errors are my
own.

1



ISIf)rticles el Y 20 6La5 s 3l OISl ¥
Olpl (pawasd DYl gz 5o Ve 00 Az 5 ddes 36kl Ol ¥/
auass daz 3 Gl Gy V

Wi Ol3a 9 £aoge o I rals 9oy T 55 g OISl V/

s ,a Jol domieo ¥ O, 55l 0lsel v/

ol guae sla oLl Al b ,mml csls p oKl V7

N s ls 5l e i (560 sglils V7

Sl 5,:K8) Kiadigh o Sl (5300 0,00 b 25 ol Sleiiy ¥/


https://isiarticles.com/article/101969

